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SUMMARY 


Since September 15, 1971 Pakistan has suffered civil war, war 
with India, military defeat and the loss of East Pakistan. On 
December 20, Zulfikar Ali Bhutto, the leader of the Pakistan 
People's Party which won a clear majority in West Pakistan 
during the 1970 elections, took over the government from the 
military leadership. He took over a nation which was demoral- 
ized, bifurcated, militarily defeated and with a depressed 
economy. 


To date, President Bhutto has been attempting with partial 
success to stabilize the politico-socio-economic situation. 

The major internal problems are the establishment of a consti- 
tutional parliamentary government and removal of martial law; 
reversing post-war deterioration in law and order; and restoring 
national confidence in the future. President Bhutto's own 
political platform has been a factor in the latter two problems. 
His program for nationalization has disturbed the private sector 
and his promises for a much better life for the common man have 
given rise to heightened expectations, which have led certain 
elements of the society to take matters into their own hands 

and have thus contributed to difficulties in the law and order 
situation. 


In accord with his election promises, President Bhutto has 
introduced a series of reforms. He has placed the ten basic 
industries under state control and taken over the management 

of 32 enterprises; nationalized the life insurance industry; and 
introduced new labor policies, land reform, and health and 
education schemes. Neither the full details nor the financing 
of these reforms have been worked out. 


Pakistan economy remains viable primarily because of the agri- 
cultural sector which has not been significantly strained by 
the events of recent months. However, the other sectors are 
depressed considerably. There has been no significant economic 
growth and it cannot be expected until a greater degree of 
national stabilization is realized. 





Pakistan has had no fresh foreign economic assistance since 
March 1971 aside from humanitarian aid which went to East 
Pakistan primarily. Foreign exchange reserves are low and 
would be non-existent if Pakistan had not introduced a uni- 
lateral debt moratorium on May 1, 1971. The debt question 
and future assistance are currently being considered by the 
Aid-to-Pakistan Consortium. 


American firms already established in Pakistan are continuing 
operations but generally have no current plans for expansion. 
American firms are not now exploring the Pakistan market and 
it is doubtful that they will until the Pakistan situation 
clarifies. 











A. CURRENT ECONOMIC SITUATION AND TRENDS 


Trauma of War, Its Aftermath and Loss of East Pakistan: 


During the period under review -- September 15, 1971 to April 
15, 1972 -- Pakistan has endured a civil war followed by a war 
with India which resulted in the loss of East Pakistan - now 
known as Bangladesh. These events culminating in the surrender 
of the Pakistan Army in East Pakistan to the Indian Army on 
December 16, caused the resignation of the Pakistan Government 
headed by Yahya Khan. He was replaced by Zulfikar Ali Bhutto, 
the head of the Pakistan People's Party which had won a clear 
majority in West Pakistan during the 1970 elections. Mr. Bhutto 
took over as head of government and Martial Law Administrator 
on December 20, 1971. At this juncture, the nation was 
demoralized, bifurcated, and its Army defeated. The Pakistan 
economy long stagnant was becoming further depressed. 


The vested interest elements of the society which at least 

had given passive support of the military regime and not supported 
Mr. Bhutto's election campaign, were uncertain of the future. The 
PPP election campaign manifesto had called/the nationalization of 
basic industries and insurance and banking, and extensive land 
reforms in connection with developing a more just society. The 
more privileged of the private sector -- popularly known as the 
"22 families” -- have been publicly criticized and various 
administrative moves taken against them. Some of their property 
and industries have been put into the public sector. The un- 
certainty created by these circumstances has caused the private 
sector of the economy to continue its "wait and see" attitude. 


On the other hand, the masses who supported and elected 

President Bhutto as their standard bearer, seem to believe that 
the old order of things has passed and a new era has begun. 
Impatient to reap the fruits of what they consider their 

victory, these voters have in some cases taken the law into 

their own hands while promoting demands for better wages, housing, 
schools, and other desires. This unrest although not yet a threat 
to economic stability, if intensified, could bring about serious 
politico-socio-economic difficulties. 





In this atmosphere, it is clear that an adequate degree of 
stabilization in Pakistan has not been established as yet. 
However, just less than four months have passed since Pakistan 
was defeated, divided and demoralized, and even at this early 
date there are signs that the desired stability can be 
achieved in the months ahead. Important to stability, is the 
restoration of confidences in the future among those who can 
contribute most through experience and talent -- business, 
landowning and professional classes. This, of course, must 
be coupled with a sincere attempt to bring greater social 
justices to the nation as a whole which will need to tailor its 
expectations to its resources. The current strikes, factory 
takeovers, pitched battles and other manifestations of general 
unrest, do not augur well for the near term; but in the longer 
term effective government policies and action should keep 
unrest within reasonable bounds. 


Bhutto Government Introduces Reforms: Since President Bhutto 
took control of the government, he has introduced major reforms 
designed to create an egalitarian society marked by social 
justice. The legal framework and the details of the labor 
policies, land reform, and education and health schemes have 
not yet been worked out. The Economic Reforms Act which pro- 
vided the authority for the state take over of the management 
of 32 companies whose activities fell within the ten basic 
industries to become public property has been enacted. In 
addition to the take over of management of these firms, in 
April the GOP nationalized the life insurance industry. As 
presented in: outline, the reforms are not radical and leave 
adequate scope for a mixed economy. 


To date, the reforms have cost the government nothing. The life 
insurance industry was taken over without compensation, land 
lost by private owners under the land reform will not be com- 
pensated and since the government took over the management but 
not the equity of the 32 companies no compensation is necessary. 
However, the cost of education and health schemes plus parts 

of the labor policies, if fully implemented, are likely to 


be very great indeed. Even if the reforms are gradually applied, 


and it seems this will be the case, it will be most difficult 
for the government to raise the necessary resources. Certainly 





a 


> 





taxes will be increased and the burden of this effort may 
well be placed on the more sophisticated sectors of the 
economy, i.e., industry and commerce. Apparently, agricul- 
tural taxes are not being contemplated at this time. 


As noted above, the private sector finds the attitude of the 
government unclear and is uncertain of its role in the future 
of Pakistan. This uncertainty was beginning to subside in 
February and March following frank discussions between 
President Bhutto and leading businessmen plus his assurances 
that there would be no further government take overs. However, 
the April nationalization of life insurance industry has 
tended to rekindle doubts. Currently the banking industry is 
anticipating nationalization. At present the private sector 
is not prepared to do more than try to maintain its current 
position. Any expansion by this sector will have to await 
further clarification of the government's policies and its 
ability to bring stabilization to the country. Management 

of the public sector is in much the same position as the 
private sector but for other reasons -- decision making 
authority and financial resources have not yet been assigned 
to the working level of government. 


Economic Situation: During the last seven months there has 
been no significant economic growth. This following a stag- 
nating economy of three years duration and continued popula- 
tion growth has resulted in an actual decrease of per capita 
income. Prices have increased about seven percent since 
September. The government has, however, succeeded in keeping 
inflation within bounds but consumer goods and food prices 
have increased causing a cut back in non-essential buying by 
the public. 


Despite this rather gloomy picture, the economy continues to 
be. viable. This is a direct result of the economic structure 
of the country -- agriculture predominates and the sophisti- 
cated industries represent only about eight percent of GNP. 
Industrial, banking and commercial activities are in recession 
but not acutely. The FY 72 cotton crop, a bumper crop, has 
contributed considerably to the viability of the economy. The 
bumper cotton crop coupled with the increased world cotton 
demand has made it possible for Pakistan to divert cotton 
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products earmarked for the lost Bangladesh market into the 
world market. In connection with the cotton crop, the cotton 
industry is working at near capacity. 


The GOP plans to emphasize agriculture and agro-related in- 
dustries and de-emphasize other types of industrial develop- 
ment if necessary. It further plans to invest in land 
reclamation and opening of virgin land for cultivation through 
canal and tubewell expansion. Land reform which is to be 
implemented on July 1, should not be a disruptive factor in 
agricultural production since relatively small acreage is 
involved. Because of its traditional position and added 
inputs, agriculture can be expected to continue to be the 
mainstay of the Pakistan economy. It is expected that the 
Pakistan economy will continue to be viable if not growing, 
despite political and social instability. 


Except for the cotton industry, Pakistan's industrial sector 
is using only about 30 percent of its capacity. The lack of 
raw materials, labor difficulties, power shortages and the 
unwillingness of the ownership to invest accounts in large 
part for this poor showing. Industries like tobacco and foot- 
wear have been forced to cut back production and in some cases 
close down, because of the loss of Bangladesh markets and 
their inability to find foreign markets for these products. 
The depressed consumer market has, of course, had an adverse 
effect on production of consumer goods. With exceptions 
noted, the loss of the Bangladesh markets have not seriously 
affected the West Pakistan economy. 


Although the government has taken steps to halt labor re- 
trenchment on the part of management and has required companies 
to take back employees dismissed after December 20, firms are 
not prepared to hire any new employees. In some cases indus- 
tries have actually closed down rather than cope with labor 
problems. These problems are expected to continue at least 
until the details of the new labor policies have been defined 
and the legal rights of both labor and management clearly 
established. 


ll 


Perhaps the most serious economic problems facing the govern- 
ment are in the monetary and fiscal fields. This situation 

is marked by very limited investments either by the private or 
public sector; the loss of revenues through war and a depressed 
economy; budget shortfalls; deficit spending at an all time 
high; and precarious foreign exchange reserves. Until con- 
fidence is restored, the private sector will not invest and 
significant government investments will have to await the new 
FY 73 budget which becomes effective July 1. Although West 
Pakistan exports, partly because of the depressed conditions in 
the country, have shown a 26 percent increase, the loss of jute 
earnings from the former East Pakistan will leave actual export 
earnings below the FY 71 level. Because of severe import re- 
strictions it is estimated that imports for FY 72 will drop 
about 24 percent. However, the chronic imbalance between 
exports and imports is expected to continue. On March 24 
foreign exchange reserves stood at $191.2 million including 
$38.2 million unused SDRs. Pakistan has this level of foreign 
exchange only because of the continuation of the unilateral 
debt moratorium which it applied on May 1, 1971. Only limited 
foreign assistance has been extended to Pakistan since the 
outbreak of civil strife in March 1971; however, the largest 
creditor group, the Aid-to-Pakistan Consortium, has in prin- 
ciple indicated its willingness to regularize the Pakistan 

debt moratorium and recommence assistance but the final de- 
tails are still to be worked out. 


If President Bhutto is able to establish a democratic govern- 
ment in August; begin negotiations with India regarding 
prisoners-of-war and other questions of great magnitude; meet 
some of the expectations of his followers without seriously 
destroying the economic infra structure; and re-instill con- 
fidence, the economy will begin to recover. Once recovery 
starts the pace could be very fast. 


B. IMPLICATIONS FOR THE UNITED STATES 


Attitude of the GOP Toward Private Foreign Investment: 
President Bhutto has consistantly said that private foreign 


investments are welcome in Pakistan. He does, however, expect 
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them to contribute to the egalitarian social goals of the 
government. There is private foreign investment in the ten 
basic industries which are to be state controlled, but the 
Economic Reforms Act specifically exempts private foreign 
investment from the Act. The future trend for private 
foreign investment may be away from the private sector and 
into joint ventures in the public sector. If this trend 
develops, it will mean also that sales to Pakistan increas- 
ingly will be through government controlled trading corpora- 
tions. 


Status of US Business in Pakistan: We know of only one 
American firm which has invested in Pakistan since the end 
of 1970. Established US firms such as the US banks, ESSO, 
Singer Sewing Machine, Hercules and Corning Glass, are con- 
tinuing their operations here. The American Life Insurance 
Company which has long operated in Pakistan has had its 
business nationalized and is withdrawing from Pakistan. 
American firms have encountered labor difficulties and like 
their Pakistani counterparts were obliged to re-employ any 
employee dismissed after Dec. 20. Profit remittances have 
been delayed and the long delay encountered in obtaining 
supplies and spare parts continues. Currently American firms 
have no plans to expand their operations. There is little 
immediate likelihood that additional American firms will 
explore Pakistan when seeking new markets for investments or 
products. 


Export-Import Situation: The continuing precarious Pakistan 
balance-of-payments position indicates that imports will con- 
tinue to be restricted and every effort will be made to ex- 
pand exports through heavily subsidized government incentives, 
credits, etc. The cotton textile industry has shown the 
greatest export promise and will be favored so far as imports 
are concerned. In the’past, American firms have successfully 
sold cotton textile equipment in Pakistan and can be expected 
to do so in the future when credits become available. As 
pointed out above, the GOP intends to emphasize agriculture 
and agro-related industries. American business should ex- 
plore this sales and investment market. 
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US Assistance and Sales: During the last two months, the 
US Government has agreed to provide Pakistan with 500,000 
tons of wheat, 25,000 tons of edible oil, 11,000 bales of 
ELS cotton and 200 tons of tobacco under Title I, PL 480 
agreements. Pakistan is also anxious to purchase inedible 
tallow (12,500 MT) for the soap industry and corn (35,000 
MT) for industrial use from the U. S. on concessional terms. 
No U. S. commodity loan has been signed in FY 72 and 
commodity assistance for 1973 will have to await the outcome 
of the current Aid-to-Pakistan Consortium discussions. When 
US commodity loan assistance and other type credits such as 
EXIM again become available, American sales to Pakistan 
should increase accordingly. 


US Share of the Market: Although actual sales have been 
reduced because of the continuing crisis, the United States 
remains Pakistan's major supplier with a 20.8 percent share 
of the market in the first five months FY 72 as against an 
average 30 percent in FY 71. About 60 percent of the imports 
from the United States are financed through US assistance 
programs. 
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